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This is a candle stct chart o' Reliance industries. 
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Chapter 1 - Inlroduction 

Slock ■n.iikiHi ar.iac:s lii kind ol people like gamblers. ccocate bi: shots and the last out 
no: lie leae: an average aveclc- An aveiage ivestor can ce anytl' rig l-om a full time 
trader to apart :irra amai invas:oi. I aeia sis va'ielias oi ceoc s who invas: in saock liaise'. 
There are varieties of reasons Behind that. Vas: ol "he "i want I- be a billionaire overnight 
p. -id I -ar-aSara ii-vss: n- ahae --'area: .. lraalis'iaa y an": hi. : t'-ien-ae V6S. In lac: -as: oi 
rada s nuke no money and are most of tie t -ae. in loss. Then to recover their loss, they 
trade more and hence more loss. And then there are very few, who are looking to mirttljp y 
their wealth over a period of time. It is very in mortar I :u jnceraUi id lhe.1 slack market 
cannot make you b' lioaaiie ovs- n gin. cut liey delir lely CLin increase your wealth many 
folds. Stock markets are like a marathon where one needs skill, patience and sell control to 

Before yoj read anything about slock market or technical analysis, one must understand 
■ ".rj its ill acocl diccip: re. C- else eae may gel tew nice shots but is bound to fall short 
■.vi en it naiieia r est i c i Icig run. ;>■:.: dis'.ir.guicl' ''g ce '.veen good and bad bet is all 
aeoi.t ■ivesii-ig ir share mane' There are two main stock exchanges ir Ine a nanc y 3SE 
(Bombay Stock hxa-anae- arid MSI- iNahoia S:oa< r'ohacgej. Soth are almost equal in 
volumes and cash. 

adiar siock iriai-;el s regulated cy SITFI (Secciaes and Exchange board of India; Stock; 
are traded on these exchanges. Nom a y. :rade- hacgcic in two segments- cash and 
derivative i.e. -.in? a id cpiion A a individi al civ :iade ■- ban sear ems. 1-adiiora y idea 
behind trading is to auy a. slock al owe- level an: -hen se I wier dices it eve up. The 
process of shorl selling is also getting pop-.ila- amorg -radars Shod selling is the process 
wrera ,= t'.ids - is a ale to ae a stack wimout awning it and then covering the position by 
Buying H, 

Stock ■nai^et I; all aboul snt>y and e>i: " m so a lae "iosi orcO'al lae:oi 1 playing stock 
maikei An average avec.lo- is always ookirg 'oi clues and 'ics "0 ^now about the right 
slacks a id rghl trre. We a'isa ten in stacks a nalyst air i ps. act at t ie sarrs lira we aarn y 
indei aiaad v;-.a: laey say W's .isl tallow iaeir rsaai" -leraa: a as a id sairaime we make 
|j oiil ana often loss. If we can understand tech 1 cal are.lysis. i will help us and then we will 
be able lo reap the real benefits of market. A well informed trader can make profit from 
falling as well as rising market. 

There are two kind ot analysis; 

1. Fundamec:el Ana ysls 



2. Technical Analysis 
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ill study or cash How statement, 
id EBITDA maroi 1 F.rrmrrsT.a Analysis c ay;: a -luge role in 

' markets may differ fundamental 



2. Technical Analysis- Technical Analysis deals :hc pisdica'rj il -i; stock or index pric 
by looking into the hislorica dala ::< ar Is and aires. I s r.'ore accurate in short term i 
widely used by trader s We wii 'arlier look iio the :ect meal analysis as it is more 
important for profit gens at on n ,=. vnarile market. 

Technical Analyst use charts lo study price movements, patterns and then predict future 
prices. Patterns such a: head an;: ior. der-:; or (tousle ins reversal patterns or indicator 
like moving averages and other factors si.cn a; lines supsor. resistance and channel 
are used in forecasting the expected future trend. 

They also look at other data like volumes and Advance/decline data. Commonly used te 



Average true range — averaged c;u y hading laius. ac;usted lor price gaps 
Chart pattern — distinctive pattern created by the movement of security prices 
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Types ol charts 

I fieri! 3'S ■■■■arieiies ot daa'-s vn\c.h a-e .ism ay t ie iechr -al d-aii -,ts -r, ;-. adict future 
market trend. These charts are graphical representation ol the price movement against 

1. OHLC "Bar Charts" — Open-High-Low-Close r,nsr:s. -also knomr .as Car snarls, plo; he 
span between tne I- gh ana O'.v Diner, ai a Tadina serad as a vert sal llns segment, ard he 
open and close prices are represented with horizontal crossing on the range line, usually a 
i ck '.o tne led fa- he oaer ar a-a and a tcK :a :he i ial'1 fa- tne closing price. 
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Points to remember 

* Try to become the expert of any one chart of your choice and don't play with all 
because il requires practice to master a chart and jumping from one chart to another 

* Select your goal and stick to it. 

* Never force tv/ies aid war lot s patten to complete. 

* Use multiple indicators to confirm a pattern. 
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Chapter 2-Technical Charts 

Candlestick charts 



• Everything is discounted in "aiiel- i: ino oelss U'u: slock pi ce in market includes 
everything i.e. Hopes, tears, muscle* cows- pom. oss etc. Trading is all about demand 
and supply. Demand is ce^er; by ne i-jyei urd supply s provided by the seller. 

• Trend - market follow :rs.ids. H sior/ isobars ii.-.s ' r.-ri mnike: move in trend. Every 
move is in an order and no movement is random, This trend move in torm of highs and 
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Doji h is CB ile rrios: impo'ia'-i !c'iria:io :, s in li cardlesl ck cha". I! reprosunls 
indecision which basically happens in a volatile market. I! might be an indication o( a trend 
reve'sal They a-e Icim-ed ...vien opsii'i;] an;: cosine :n cos aie a>"o;i ea.ial and they look 
like a p syinOol They j:>; neul.-al on U-eii c.vr ;:ul rdicale pieied- 1;:; :i c d bias which 
may h- hi i 01 sea-. II es:essnls weakness ir Mis ouier Irene. :hey aie ro: trading signals 
bill they can be used with other patterns and data to fig.ne oui ihs tut, ire vend reversal. 
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Shooting star 

I InaJeates and or an uptrend. It floes gap jp over the previous day. 




Engulfing Pallet n - Bearish 

When a small white body appears in a uptrenfl anfl next day prices opens at a new high 
and then quickly cooling ofl wilh closing below the open ol previous day. 

This pattern develops during an uptrend when there are more sellers than buyers. This is 
represented by a large red candle engulfing small white candk;. ■ x an: ; . : . r 3. 
up day while red candle represent down day. 
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Enguliing pattern - Bullish 

Wris-i -.: i'"a ; :5 at* ::oi:v is lO'ir.yd oi.-irg a ciowi- uid ie>.l day prices opens at the 
new lows and then quickly move above to close above the closing of the previous day. 

This pattern is opposite of the previous pattern and occurs when there are more Buyers 
than sellers. It displays long white aooy 'jiy.ilh g small colour body. 




Morning Star- Morning star is Bullish reversal pattern; they have gass Before am) after the 
middle day's Body. 
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Chapter 3- Trend Lines 

t is :ha mcs: in-poitai-t corcept in stacx marka:. Trena .s :h= biggest thing in any phase in 
market. It is probably the only concept which s not or / very important tor traders or 
iiiv'js;c r t but also relatively easy to judge. "ccinicLi analysis ass-ires :h:tl pr..:o movement 
always follow trends. In an jptrend, prices move higher and in down trend, they slide like 



A line vvni!-,h ■ drawn la consc; te-.v rnponai: pa i:r. a a --ns.it ro .11-53 i"s irand is called 
liana line. T i;s is a.i re easy ta draw a ad tie niost ao'.vati ■ 'ool to understand the market. 
Earlier traders use to manually draw trend lines on technical charts but now with 
c -ic i gti cfj oi soltwii o. k nas become very easy to draw and understand these trend lines. 

Drawing a Trend line 

As m-iiM :.: ieo ea-iiei. wkh l ie 1.55; ol sollwaie. i: is o.ike easy ".0 herd line. A herd lira 
is a-awr by oorir=c:in: 01 me-ie points on same plane. They connsoi a seiies ol ligh 01 
low points in oraer to daterniine an up 01 cown herd Ai leas: wo po nts should be 
co ana sled .isina a iienn line 10 aananii the herd, "hey ar= isen hy laders :o tia;e 01 e«ii 
a trade. Breach ot the trend line indicates trend reversal and that point used to exit 
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Figure 3.1- You can see two trend lines are d 

The starting point of the first trend line is Septe 


rawn using up and low points. 

id then prices were in down trend from 



www.cikhilcndni.LO ill 



Up Trend line 

As shown in figure 3.1, an uplrend line Is inclined upwards and has a positive slope. II is 
drawn by connecting wvc- or moie low ;;oinls "he second i:::w mjs: be higher than the first 
point. Up (rend line ac: as supcon and sl's.ild oe i.seo as as I pom l il it is breached. The 
b-eacn ot up t-ercl line is -ensile -en ,= s s on ;i -rend reversal. 

















X : 






















J ,ti°|iOTf 



Figure 3.2- we have used the same chart which is being used in the previous chart. 
As you can see the breach ot uptrend Is followed by the tall In prise. 

Down Trend Line 



Contrary to the uptrend, down trend line is drawn by connecting two or more high prices. It 
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Figure 3.4- In this figure, you can see SBI's chart. The first line a up trend line which 
act as support and each time price touch. It rebounds. The second trend line Is down 
trend line which act as resistance and the security is failing to breach It, 

should be given special care. If the space between two points is less and they are very 
close to each other, then [he validity of those lines is very suspicious. One should also pay 
al'.'.T'l 1 Li; ;liu ;:r gle :.raiK: Nro: 1 ■ i y aiiii. ii nci bu abac _i:u y Miyl- or ii'.v A" 
a:;pi:.:*iira:ely at::; ol -lo 6C decree '.vei. a oe I ie but aga i: cere:- wrh liie paolice 
and there are no guidelines for this specific information. So investors should search for 

















upper and lower 


Figure 3.5- it displays 


s SBI's chart for period of five years. Tht 
stance and support levels and trade shot. 



accordingly. Trend lines are very good tool to judge resistance and support levels. 
Trend channels 

Trend channels are integral part ol technical analysis. In trend channels, parallel trend lines 
are drawn who act as boundaries for price movement. One trend line Joins Uia higher point 
and the second parallel line is ci-uwi ioir '-g lowei aoir-lo ~he;e dannels are i.-.-ed oeavi y 
by traders lo generate polilab e aade I org pes leu ;ne i iiiialed wnen prices move up 
at:ei iui.-hing O'.vs- neno ie aid fi ion pocitiorF! .lis iniriaied iv ier cues s-a-rs -;= Ilii-.-rj .".llei 
touching the hjgher trend line. Positions are excited when price touches the opposite 
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Figure 4.2- This is ICICI Bank chart which shows the formation ot left shoulder in 
March 2010 with good volumes then Head in April and the pattern was complete i 
May with the formation of Right shoulder. As you can see prices went down after 
pattern and remained In the lower zone till August when It started Its up move. 
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Figure 4.3 -Sail made this pattern in November 22 to January 10 2010. 
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Figure 4.4 - Head and Shoulder pattern was seen on Tata Motors in December 2010 
with good volumes and prices started falling after that. 
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Figure 4.7- This is Canara bank which showed this pattern and after that slack 
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Figure 4.9 - Failed Head and Shoulder Pattern was observed In Clpla where after 
forming right shoulder, price went up. 

Points to remember 

• Head and pr-.ilris- p.-rrs r ■vlu-stes revs'ssl of uptrend. 

• Failed Head and Shoulder pattern indicates up trend. 

* Volumes are key 'acic- ■<■ reversal pattern. 

# Support and resistance level need to be monitored carefully. 
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that stock witnessed a steep tall. Note how prices remained arc 
e which acted as a support and once they breached It, there wa 
near term. 
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Figure 5.2 - T 
n Oct 2010 a 


hi...i ., b, L. ,, 

his tlgure displays Marutl Suzuki which tormed Double Top patt 
d after stock that stock corrected sharply. 
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Figure 5.3 -T 
between Oct 


, 11 1 ° , 

his figure displays Kingfisher which made Double Top Pattern 
0 Dec 2010 and corrected after that. 
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2. Double bottom Pattern 

Double bottom pattern is formed whan prices in a down trend keep on falling and 
make first bottom, then Lhey rebound for short term and form a peak and again slarl 
falling, once lhey have reached 5 'eve which ■'• aires: ecmal to the first Bottom (second 
bottom), lhey s:a-: lising. Th 5 is so w s ia::ed an;: ■.■oknie s the key Mere. II 

indicates (he beginning of rhe Bull Run and provides great levels lo enter the stock. But 
its failure rate s also quite high so one needs to look at other indicators also before 
taking the final decision. 



Figure 5.4 - I! displays a W shaped structure where prices continued to fall till 
they reached first bottom, then they rebounded and after making a peak, they fell 
again. Once they touched the bottom made by first one, they rebounded 
continued rising after crossing the peak. 

This is one of the mosl easily available and recognizable pattern. It happens quile 
frequently and is ol:er r-isji.dged by :he -luestors. One should pay close ar.enien is 
the vo u"ies and or- y cor-: -m i once t ie ;l"jcl.iie is complete. 
Next figure shows the point at which initiate the long positions but one must take care 
'.vl- 3 irrosrenni-g i: es *s i;k :o re est -a ■"aui "us wii e i.s ia Ns paired. 
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Figure - 5.8- This Is chart ot Mphasls where you can see how this stock took 
some time after complete Double Top Pattern before slock went into a Bull run. 
You can see the way volume was behaving during the pattern and at the time 



Pags 39 
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3. Broadening formation 



Broadening formation is 



en 3aar si in ■iati. , e. These are lormed when 
and bears are pushing each other. Stock might 
s. r his is quite 'are and not easy to figure out 



n this pattern, first there Is a 
n termed I ate support level, ah 
high on Increased volume an 
support level. A third rally to 
;o I lapse. The measured targt 


ally to a new 
d then It Is fc 
then again 
higher peak 
is derived b 


high, then stock 
lowed by a seco 
ecline through th 
with high volum 


weakens to an 
d rally to a higher 
e Intermediate 
s followed by a 
height at the pattern 


[ 

Figure S.9 - It shows how Nlft 
almost equal so they were co 
second and third peak. After 
through a series of lows. 


/ formed mu 
sldered as f 
his pattern In 


Iple peak where 
rst peak then the 
Jan 2008. nifty c 


rst two peaks were 
are followed by 
l lapsed and went 
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Figure S.11 - this llgure shows the broadening tormatlon In SB] which happened 
between Sep 2010 to Nov 2010 and after that stock started falling with Increased 
volumes because bears were dominating the market. 
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Points to remember; 





Figure 6.1 - figure shows how a ascending triangular pallern look like. Important 
points to look (or in this pattern are the bottom trend line, peaks should be almost 
equal and the scrip should be able to break out after this with good volumes. 




Figure 6.2 - SBI formed this structure in the above figure with good volumes, 
stock was in uptrend and after consolidating at this level, It resumed It uptrend. 
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Figure 6.4 - This is Intosys where il made ascending triangle in May - Sep 2010 
and stack continued its uplrend after that. 



www. akhilendra,COro 











V 










i 













Figure 6.5- Ves bank made asca rifling triangle between April 2010 to Aug 2010 
but volumes were not very good, though stock made a high alter completing the 
structure but was not able to sustain the rally tor too long and brake. 



2. Descending Triangles Patterns 



Next In the row oi coi linualior par.eri is oes'jer din;:; nia^als patterns. As (lie name 
suggest, they are opposite ol the Ascending Triangle Patterns. Tliey are Bearish in 
nature. They are termed d.is lo 'edir,ii bi.i on ry rl-e scr a. "hay indicate that security is 
i-onsoliaaung at tie svel a id «v eii.-ae tie dowr iread. 

Structurally also, it is opposite to the Ascending triangle as Horizontal line in this pattern 
forms the base line w lich drawn by car.rccl ' y Lw- sva ii is io ioc to a descending 
trend line. A perpendicular verloai lino i;oin:;ialos :.l -e structure. 

One of (he most imaoiian 'noior; hading ;e»asna ag hiarg e is to watch out for 
Suptiort leva s. R each o' suppoi: level corlirms ;|-.s down liena ard is a good point to 
initiate short sell. 
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Figure 6.7 - Tata Steel tormed this pattern with good volumes and once support 
was broken which is represented by the horizontal line, stock started tailing with 
high volumes which indicates a complete collapse. 
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Figure 6,8- This is GMR infrastructure which formed Descending triangle between 
Nov 29 2010 to Jan 10 2011. Stack has been in downtrend for some time and this 
pattern confirms the future down play. 
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Figure 6.12 displays ICICI bank which formed this pattern and then prices wen 
loll owed the initial up trend- 


t 


Points to remember 

• Ascending triangular pattern is a c 








* Descend™ lrimgUrj- paus-n ;5 ".or I Tjanon ij.Hieir wliisi- indicates t.irther down 


* Symmetrical triangular pattern indi 




sumption of the existing ongoing 


* Symmetrical triangular pattern indi 
resumption of the existing trend. 


ates neith 






• Volumes are key factor and determ 


ne trie strs 
be careful 


ngth of the pattern, 
monitored. 
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Chapter 7 - Chart Pattern 3 

continjalion patterns indicates resumption^ the same direction. We are further going to 
loon inli ion -alio vv ■ i i it c i LiL^ili:.:') .;i l ■vjal :i piLili'i aid aro ol greaL 
significance while trading in stock market. 

VJi I I I . . ■ I, I Ml ..'I I I "I III. I (Jl.ll. ■■■■'ill ■!■ . Mil ■■ 

triangular pattern and ;w- maaica patten. These are large structural patterns which 
require more time to complete. there a- a aihai aarin.i.vb- paired formations which are 
smaller and can be regularly seen in a trend market. 

They mark small consolidation phase in which a stock move around one point for some 
and then resume its move. Break outs are often associated with high volumes. 



Continuation Rags 

Flags are small forma-iaas wl- sa develop a a Teadirg marks:. ' hay can either be bearish 
or bullish depending up::, a Irs -nm- fit-on an: nir e.-r :rsns. I ae;,- 1 are known as Flags 
because Ihe shape resembles a flag hanging off a flag pole. They are of great strategic 
importance in stock market and are thoroughly used by the traders worldwide. They 
indioiilo a uo iifOlkiii'.io!! pliLii/o Klv.'i '.'.Tiicl s:oi< roifjiiis its ingoing trend. 

It is composed of two :;a Tills les wiich act 35 support and resistance. M least two highs 
and lows should touch :l-aae p.aialiel line-- 'oi w idea flag. The slope of the flag is always 
in the opposite direction of the cur en oigon-g herd t ihe a.inent Tend is up, then the 
slope of the flag would be low and if the current trend is down, and then flag will point 
towards upper direction. As we have seen with ;:lif paiicrns. lice also, volume is the 
king maker. Strength o' ika pane' a is a -cct y propo'iional to the volumes. As with other 
aspects of technical analysis, flag patterns are not perfect and other indicators should be 



1. Bullish Flag - These are point rg the lower g.-eil ins and as lormed of two parallel 

III -iS "liSO Ll-0 a" EL lu' Lil'UtlL. 'OS SO i ; 10 IOiOS 'i pLiy 1"0'0 Ll'.iU a'joi IS '0 '" gpro P.ll 

them. These parallel lines act as support aad -esistancs. Jnloss until, support is 
breached or resisiarce .-, siokan. a valia pa::s-n if, not confirmed. 
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Figure 7.3 - Bullish flag was seen in BHEL in June-July 2009, after consolidating at 
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Figure 7.4 - Bullish flag was formed in Dr. Reddy In July-Aug 2010 and stock 
resumed its up move after the resistance was broken. 
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2. Bearish Flag 

The 3. set huerse o! ths ri.iilisn I ;ig » mowr an Bea-isl- - ag Sir uciu rally. II is same 
except that slope of the Hag '•■ up-waic. l- is also composed of two parallel line joining two 
or more highs and lows. I ie patte n i. iul aeansl- .inril r.. ippct avel is Broken and stock 
moves below that. Volumes are very important r Jeai-sn Hag a r.c. L *e bullish (lag, it 
isn't perfect. Invest-.; should verify of er indicators before initiating the trade. 




Figure 7.5 - A Bearish flag will resemble given picture with two or more highs and 
lows touching parallel lines and then breaking betow lower line. 
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Figure 7.6 - Reliance formed this formation on a daily chart and as you can see it kep 
sliding after completing the structure. Increased volumes at the later stage added to 
the fall. 




Figure 7.8-HDFC made this bearish flag in a 5 day chart around 31 s ' Jan 2011 and 
support was broken with high volumes. Stock witnessed a steep tall alter that. 
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Figure 7.10 - Tata motors was In Bull Run since 2009. Pennant was seen In June-July 
2010. Please note break out happened with rise In volumes, then stock continued lis 
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significantly. 
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Figure 7.11 - M&M was in a Bull Run Between 2008 to 2010. Stock made lot ot bullish 
strengthen the pattern and therefore, stock continued its bull run. 
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nnanl pattern is Vjirsd di.'inc a noun i.erd. ' lis paren ■?, irsmed lor the 
□1 an inverted pennant on a pdle. The bear pennant is a continuation pattern 
ig ci ics aoor following a constant decline. Structure is completed with Ihe 
ot the support line. This is the sell point. 

- This figure shows the structure of a Bear Pennant. Volumes, support 
ice level are key factors to watch out In this pattern. Sell signal is 
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Figure 7.13 -Suzlon Energy was in down trend in 2010. Stocks showed bearish Hags 
and pennant. Support was broken with high volumes ana stock remained in lower 
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3. Rectangles 

-eo -a gles 're very easy :o ■eao ard like mary otaer aalien's ae gair.e aomaion. They are 
formed when a stock rallies to touch the r-asisuriira -aval iher rails to the support level and 
again follows the same trend ot going up and then coming down. They are continuation 
patterns. They are formed in trading ranges which act as a consolidating phase when stock 
nonsistarilrji teal resistance and support levels. The pattern is not complete unless break out 
occurs. They composed ot two parallel lines where the upper line is resistance and lower 

This is seen ir a marie; wier-: null ar-d Rea- a-e aans slenilv ausi' ag sad' ■sit e; and eaci' 
iiiie alj.-j! rallies Is :lu [jlill-i. i" s sold ay !ls aadc wl' sa biiiu:i :o he si.ppsa aval A: 
si i isvel. they are again bought by the investors. Th 5 cycle aont lues till breakout. 
Lirs.-ik n.i: is .associates v/ih |- gh ■.■■al.imes -sciarglss firs ii&.aa on iheir own and one 
need to verily the 0 -est on si :te break out to aoririrm the trend. 




Figure 7.14 - This figure which depicts a rectangular pattern. Break out can occur in 
either direction. 
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Figure- 7.1 S - Vqu car see how HDIL was in a down Itend and made this rectangle 
pattern in July - Oct 2010. Break out occurred with the rise in the volume and stock 
remained in down trend. 
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Points to remember 

» There should be an existing trend for a continuation pattern. In absence ot a current 
trend, similar for.-at ons vvol.;; :je a scr.idt" ;.ra ncl cor; dared as continuation 

* Unless until b-ea< or. i hassier--. pattern is not complete. 

* Always verily uolume, increase in volume confirms the pattern. 

* Continuation Msgs ard rsnr.a 117. .-.is smfii si et.ilvius a 'id lake less :inis :o 
complete. 

* Bull flag is sloped down , .-. , a d a id nsa- llarj is sloped upward. 

* Bull pennant is sloped down ward and bear pennant is sloped upward. 
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Chapter 8 - Moving Averages 

Now as we have gone through the charts, trend lines and its patterns, we have a broad 
understanding about bow price movement happens in stock market. It is very important lo 
understand them. They pave way lor ihe future course and by understanding them, we can 
make out a lot aoou; stock market New. us will go il - -oi,g-i so-ieliiing which is Ihe most 
important lactor in stock ma ke;. I is 'he biggest indicator the ci.-rent status and luture 
course. They are known as Moving average. As Ihe name suggest, it is the average ot the 
prices in certain lime trame. 

They measure the prices ihe seci.ily eve' ■-, ceried As lee prices -<eep on changing, so 

as Ihe moving av g. :■ ige: n c ig ■ dicelers and they are used 

as momentum indicators. It also represent the currenl mood ot the investors and the 
direction in which crowd is measuring. MoV ng average is the most important tactor lor 



J. Simple Moving average 

A Simple Moving average is ihe ave-age a' :he pi ee over u cerlain period. Most moving 

evei ages ere hesed ci :: : oe ■ g i ic i- live ,.■ sim; le ■ ; . ■. ■ , c;e is ne ivei ig: m . 

ol "he e eevs w iicn ■■• celcnleled ee edding clo ; . eg p ice live do.s erd ihen o vidirg i: 

by live. 

5-day SMA: (11 + 12 * 13 + 14 + 15) / 5 = 13 
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2. Exponential Moving Average (EMA) 

The exponent al mc-.-irg ^vesge :; -.es mors ■.vein i:age i- recei-i :;nces in an attempt to 

make it more responses. l-'.'A i . . i . .11. 1 .1 1 ,< - :, n . n.ii if - of ihe previous 

day's moving average to a percenters nt t ie ■-■.ii-ert -nst-s dor. -q va:ue. EMA's calculator 
is a bit complicated so we won't get into that because now they are done by softwares. 

Exponential moving a-.-s sge is bene- ln,-,n SMA n judging :he 'rend because ol the fact 
that it gives more im;!oi:arce is leceri charges in prices. 
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Figure B.3 - In the given chart of Nifty, red line represents the 20 day EMA and 50 day 
Is represented by green line. Moving average reflects the sentiments of the crowd. 
EMA follows price changes much sharply than SMA. As you can see, line also drops 
as soon as the price drops. 
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Figure 8.4 - This is SAIL's chart. As you can see, the shorter period moving average 
is consistently below the longer period moving average and so as stock has been 




Figure 8.5- This is BHEL chart where red line represents 20 day EM A and green line 
represents 50 dry EM A. At point 1, red line is moving above green line and stock is 
in uptrend and at point 2, the moment price start tailing, red line crossed green line 
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How to use Moving Averages 

Viiv swages n^e ...v dely i 'ed r.y nnrlss t- Precast iuture (rend, supports and 
resistance. One longer period average is used with one smaller moving average. The 

12 and 26 day EMAs are normally used for short terms, 20 day and 50 day moving 
averages are used medium term and 1 00 day and 200 day EMA is used tor long term. 

Commonly used EMAs are; 

■ short (erm - 20 day EMA 

• medium term ■ 50 day EMA 

• long term - 200 day EMA 

Moving averages are used lor many purposes. They are used as a lool to predict Irend, lo 
popuia- N we will ll'OuOrl haw tl-ese snjf-sovers work. 



Crossovers are widely used in technical analysis. In ISCli Crossovers are used more than 
just moving average alone. There are two tyces ;y ofOSSOvei S which are used in technical 
analysis. The first one is wicr uric-j of a ascirty Chiracs I:-: diuoor and close above or 
below the moving average. This is the indication ot the trend reversal. Though, it can be 
only confirmed once support or resistance levels are breached. When prices are not 
showing any sign ol moving above or below ol the moving average and are trading 
sideways. Don't tskircj panUon duiirg. that period. 

So, in a particular scenario, say prices have broken the resistance level and remained over 
that. You can initiate a long position and can rema 'i as (at as paces remain above moving 
average. When price starts to fall and close below the moving average line. It is indication 
ot Irend reversal and one should exit the position as soon as prices close below the moving 

The second type is when two or more moving averages are used where their crossover 
points are used as entry and exit. As long as shorter moving average remains above longer 
moving average, stock will remain in uptrend and the moment, it move below the longer 
moving average, it is indicator! c' t'end -ever on and in case ot down trend line, if shorter 

moving average cro si lergei ovhii i g i ii c.Mion of the start ol a 

uptrend. 
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Points to remember 

» Moving Average are momentum indicators. 

* SMA Is slightly less responsive than EMA. 

* EMAs are more responsive and follow price movements more closely. 

* Both are equally squiv- ? r -s:;er ding upon l ie individual trading slyle. 

* Primary step :r '.ising 'v'Ai : :o lig jre out lime frame. 

* Crossovers are very important tool to analyse entry and sxil points. 

* They should be used in conjunction with other indicators. 
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Chapter 9 - Indicators 

In (he last chapter, we have aons dirou-aa Vavirg Averages which are momentum 
indi -•]!-■■ s I hase rid i >■.;=. I a:s widely .isso ,ano soogi:7ed "oi l is ■ a;; iiy :o railed auisrl 
market mood ana predict tutL/e eaurse These irdica.tors ;cl o-v market trend and reflect 
investor's sentiments and momentum. They can be used to figure out to entry and exit 

points. 

Iheie a e several inn o.a"a:a ■,vhai ae i.se- to pedkil 'uii.s :;(-! av our. Li.j: ,v8 sho.ild 

■ a gel o ily few popular ones because targeting too many will lead to contusion. By going 

■ Toi.cjh. we lid be asle ic urderstand market trend in a much better way. We should 
always verity volumes wh e i.a rg charts or rdica.ta s. lad ca:or- shajld he used in 
conjunction with the charts. 

Charts along with inriisaior-- give 'nil p aMia. -sad in:;; -iisse indie.Mors very important 
!:■€! ■- 1 :-:■.-! mas: hem loasea tew tcnron and few different features. They all are unique in 
so~,e- aspects a'-d san-mor. a s*. I hey a a.re plr.he;- aelavv cha-"- ana :wo -/ more 
indi kite's should be chosen to confirm the trend. These- J'dicators me cle:ssf ed into two 

1, Lagging Indicators 

2. Leading Indicators 



They are Trend following indicators and are always used in Trending market. They help in 
understanding the >rena snd ore cf.'- rs-aa.n in i ; -e a. r lent aoait a a i.aless there is trend 
rove -st I ird ce.'sd by ihese ir--j aeeors ""lie/ eefc- vary : cvv say a- is signa . Taoy e.rs noi 
good far sideways market. It is very identify the current status of the market and use 
ii~.l saie'e- ace ok: ag y. . aejaiie; i lei ea.oie shojld 'c. be e-.;ael n- a sieie^vaye uLi'kel li : le: v.eo 
We i ave L : eleeiee! ivv, ir pcilar! -aejejiiej ine eLeore- are: rev; ■.ve w L_n ■ :o hem. 

Moving Average 1 ,a laga' 1 : - ■ i ■ ■ ■ ■ 1 ■■ ■ y di-;cu ;efl in the previous 

chapts- so « will row turn to MACD. 

Moving Average Convergence Divergence (MACD) 

MACD is the first indicator in the category of lagging indicators waioh we a.re gains to 
- sa.,as i-era. i was aeveloped by Gerald Appel. It is a irsad iolloiv rg ird aaior. This is 
based on two moving averages. MACD measures the convergence or divergence between 
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M acd Calculation 

MACD: (12-day EMA ■ 26-day EM A) 

Signal Line: 9-day EMA ol 

MACD Histogram: MACD - Signal Jne 

MACD is trie difference between two moving average. 
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Figure 9.1 - This is TCS chart, in this you can see how price went through up an 
down trend when MACD move below and above the zero line. 
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Figure 9.3 - This Is Hanbaxy chart. In this chart, MACD histogram has been used. You 
see how when MACD histogram was above zero line In a uptrend and below zero line 
In downtrend. 
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hls Is Bhartl Alttel chart where you ca 
Ith the uptrend and negative hlstogran 


see positive histogram Is 
Is associated with down t 
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4. CCI- Commodity Channel Index 
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We will row discuss my lavourile Hires indicators here: 
1. Relative Strength Indei (RSi) 

Relative Strength Index (RSI) was developed by J. Welles W 
slrergin ami weakness ir caniculai scr c. It Is a momentum 
speed and change ol the price movement. It 
compare? the magnitude ol the recent gains to the magnitude of recent 
oscillate in a ranga which ranges trom 0 to 100. Lower level irdiosles c\ 
higher zone indicates overbought zone. 

jr any number of days as per im 



1. Buy it RSI start moving up after making second battc 

2. Sell short as soon as RSI turns down after making sf 

te falling RSI starts to rise, it is a Buy signal, 
le rising RSI starts to fall, it is a Sell signal, 
en RSI after falling to below 20 level and rallies a: 
a. When RSI stals to fall and moves below 70. it is a S 
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Figure 9.6- In this chart ot ICICI bank, you car see how each time RSI went up after 
touching bottom, stock rallied. These circles display the point at which one should 
place buy order to capitalize on the up side. 
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Few traders thought that fast stochastic are too sensitive to price charge and sometime can 
i'ow 'alse :;uy »e siorals Ho fey :: o:ied s o ony :,ma o! "he %K line m;her man (he 
u igiivil :l;i--;;. iiK i he new : ;,n I ie iid ::e en o.ii.-led :he new fsio-vi *,:-(. i >e5i. led 
in .n -m-'ot-i -e. I he proNs:- w In rafi k:oc'.i3!ic :hat i: lends to become chappy 
where as Slow stochastic produces much stable charl. 

Figure 9,9 - This is slow stochastic where %K is represented by blue smooth line. 

Figure 9.10- As you can see, slow stochastic is more stable and clear to read than 
tasl stochastic. Fast stochastic is very sensitive to price change therefore produces 
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"t is a sell ; 


- This is Suzlon energy where we marked the buy and sell points. Vou 
in %K crosses above %D, stock moves up and when it moves below %D, 
gnal. Each time %K has moved above % D, stock has moved up and vice 
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Other Important Indicators 



1. Hate ot change 

2. Bollinger bands 



1 . Rate of change Indicator 

Rate of change is a momentum oscillator which simply tells th 



It fluctuates in the form ol a line arwe ;ird below a zero line. VVMer prices are high, it will 
Be high above zero and ■.-.■l ien p-iees ;ua ow it will be low Below zero line. It reflects the 

moment urn. High levels are evei eouehi .<o an; lows- levels are oversold zones. When 

ROC is high, prices will move up and when it is aw. pices i 1 1 aacline. Therefore, if ROC ■■ 
in aosiriva side .e. aad'/e r?,-o re it-- any signa .ard r i 1 beiav^ /p'O Una. i: is a sell 
signal. But like other mo ..-a:o'E. POC sho„ d be used ir cor .inctio.a with other indicators. 
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Figure 9.15- Unltech was in down trend In August 2010 to Feb 2011. You can see 
ROC remained below 0 tor most of the time. Each time ROC went further below zero, 
fall was accelerated. 
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Figure 9.16 -This Is chart ot IT giant TCS. TCS went through a lot of ups and downs. 
You can see how High ROC is associated with uptrend and low ROC is associated 
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Chapter 10 -Trade Planning 

Now we have gone ihioi.yh a the -'lpo-liu ii chart patterns and indicators. Technical 

a-aly s an ever evolving process So this Book is not the end of the road, ii's a beoiri'-ing 

Is- H ose *-io have -iead :t boc* or- :eclnir:a! analyst 'irsi lime ano \o: those, who have 
already read books on i. a lolhei chapter Ko as olc ss> -g cces F-acnce ma-iss pertect', 
we need to practice it on a daily basis. At times, even technical analysis can fail. 

We all invest in stock market to make prolit. not losses. So the most important aspect ol 
i'adirq ii it 1 .- eki'iiin; oeoause elai' lino 's the on y way which can take us to profitable 

: a:i'.:j n lain- ■!::! ■ 'i il '■ III! L. ■ i 1 ii i oa 1 ■ hi i ■ ■ 

01 'errmir.F.I ana /sis bi.1 ore II- ig wiir.li re one can isao anyw-ieie is as I discip me and 
that is the key to successful trading. 



Planning a trade 

Oie o' '.ha ro>i coiu'oii p ot ?mo : a:::ed by lvesiois ci ladei; is !ha' Tey make eroii: in 
cm.-.l: fiiui.rf, and esse.-. l cumpaativel;, h g a noun: sc :he r eri. s .in'f earned alter 
many good bets is often washed away by one or two big bad Irades. Actual cause behind 
: ic money mismanagement. 

Money ma lagemen: s ihe pieeees :::■/ oh we app y oui money in a ..idicious manner 
[heresy minimi;. ig risk ol i:>; ig oopiuii We r eed to piai o.i< Lrao'e or investment in 
syetemaiio manner. 

Primary site in slccossLiI ■.l ading is io figure out the goal. Then we should anayzu on - c-wn 
risK appelite. Risk aope:he iole e 10 :be. ijiholi; ol ess eie oa i ahe-d without losing 
Mraneio s;ai: ly A caye lake lisk lew 'hai f.j.y i sk apoeiile 

After analyzing your risk appetite, you should look al the time frame for which you want to 
iiivosi II oa" bo aiiyhino I'oui iul'aday to 1 year. But unless until you know the time for 
which you are investing it is very difficult to Know what exactly you should expect from your 
fade. For an extremely shoi: le'ir iraoei. a weekly la y./ouid :;e ess where as for a 
medii :n i:: long '.em 'ivesioi. I r ay oe an ocpO'an ly sod more i:oeks to the porlfolio. 

We often hear experts talking about the diversification ol the portfolio. Diversification Is 
another mean to reduce the risk but over diversification can often creale more problems 
than solution. So. one sho.ikl ro" go: ea-ned away aid sver diversify. 

There is one more factor which often lead to the piling of losses i.e. we make some loss 
and then to cover that loss : we increase our capital. And then again, we make some loss 
and again, add more capital. This way we move further into losses and then recovering 
from there becomes ox.ior c y difeu.ll. So one should learn to control own emotions, o oed 



should be ready to see the other side also. And in order to prepare for that, we need lo 
capitalize on prolitable trades. In case you (ace loss, go back to your trade and Iry to figure 
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Figure 10.3 -we have used Wipro in this chart. Red line represents 20 day EMAand 
G-eer 1 is -ep-e;sntitha 50 day EMA. We saw a bearish crossover in June 2010 when 
Shorter moving average {20 EMA) went below longer moving average (50 EMA). This was 
accompanied by a fall in ROC and MACD histogram also. So we can conclude thai BtOt* Is 
going lo tall and we sail V- !■ ur e a sl-on sen m this point. 
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Points to remember 

* Always make you goal and stick to it. 

* Decide your lime Irame and then initiate your trade. 

■ h..-i-=35s vfi ■ i'i:p '■lly n l ei :i:-'i.in: go'd r- ul i on yoi i ex :i ig i-a'i:? . 

* Follow iechikol Cl aris tl-oy irdicate all factors in the market. 

* Keen a dose eye ::n l ie s mourning : .e rsws. current altairs etc. 

* Use more than one indicator to confirm a trend. 

* Never use more than three indicators together. 

* Trend is trie Biggest Iriend in any market. 

* Always enter market with a target and stop loss. 

* Try to praclice few charts eyery day. 

* Use Indicators based upon trie mark-j; oondfttorlE 

» Always invest systematically and never rush to Ihe market. 

* Markets move in eye e ol sull and bear phase, so don't rush into a trade You can 
always catch it. 



